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Nongoma Local fVlufilcipality 

Annual Financial Statements for the year ended 30 June 2012 

Accounting Officer’s Responsibilities and Approval 


The accounting officer Is required by the Municipal Finance Management Act (Act 56 of 2003), to maintain adequate accounting 
records and is responsible for the content and integrity of Oie annual financial statements and related financial information 
included in this report. It is Uie responsibility of the acxiounting officer to erasure that the annual financial statements feirly present 
the state of affairs of the municipality as at the end of the financial year and fire results of its operations and cash flows for the 
period then ended. The external auditors are engaged to express an independent opinion on the annua! financial statements 
and was given unrestricted access to all financial records and related data. 

The annual financial statements have been prepared in accordance with Standards of Generally Recogntsed Accounting 
Practice (GRAP) including any interpretations, guidelines and direcfives issued by the Acxx)unting Standards Board. 


The annual financial statements are based upon appropriate accounting policies consistently appiled and supported by 
reasonable and prudent judgments and estimates. 

The accounting officer acknowledges that he is ultimately responsible for the system of internal financaat control established by 
the municipality and place considerable importance on maintaining a strong control environment. To enable the acoounfing 
officer to meet these responsibilities, the sets standards for internal control aimed at reducing the nsk of ^or or ^ ^ cost 
effective manner. The standards include the proper delegation of responsibilities within a dearly defined fiamevirork, effective 
accounting procedures and adequate segregation of duties to ensure an acceptable tevel of nsk. "^^e controls are mor\itored 
throughout the municipality and ail employees are required to maintain the highest ethical standards in 
municipality's business is conducted in a manner that in all reasonable drcumstences is above reproach. The 
management in the municipality is on identifying, assessing, managing and monitoring all known fhS 

municipality. While operating risk cannot be fully eliminated, the munlapality endeavours to minimise it by ensunng that 
approp^riate infrastructure, controls, systems and ethical behaviour are applied and managed vmthin predetermined procedures 

and constraints. 

The accounting officer is of the opinion, based on the information and explanations given by management that the system of 

internal controfprovides reasonable assurance that the financial records may be relied on for the preparation of 

financial statements. However, any system of internal financiai conbol can provide only reasonable, and not absolute, assurance 

against material misstatement or deficit. 

The aoj^nting officer has reviewed the municipality’s cash Bow fotei^fer the year to 30 J""® an4 In me l^hl of mis 
reviey^nd the current financial position, he is saSafled that the municipality has or has access to adequate resources to 
Inu^ in operational existence for the foreseeable future. 

set out on pages 5 to 48, which have been prepared on the going concern basis, were 
31 August 2012 and vitere signed on its behalf by: 
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Nongoma Local Municipality 

Annua! Finanda! Statements for the year ended 30 June 2012 


Statement of Financial Position 


Figures in Rand 

Note(s) 

2012 

2011 

Assets 




Current Assets 




Receivables from exchange transactions 

6 

8 734 424 

6 601 084 

Other receivables from non-exchange transactions 

7 

79 805 

44 266 

VAT receivable 

8 

1 458 199 

1 876 774 

Cash and cash equivalents 

10 

887 5S2 

797 395 



11 160 010 

9 313 518 

Non-Current Assets 




Property, plant and equipment 

3 

142 666 495 

87 903190 

Intangible assets 

4 

605 323 

875 155 



143 271 818 

88 778 345 

Total Assets 


154 431 828 

98 097 863 

Liabilities 




Cuirent Liabilities 




Finance lease obligation 

11 

12 124 


Payables from exchange transactions 

15 

25 049 982 

16 975 936 

Unspent conditional grants and receipts 

12 

20 150 

3 243 880 

Provisions 

13 

_ 

1 288 672 

instalment Sale Agreement 

14 

240 249 

302 926 

Bank overdraft 

10 

6 135 995 




31 458 500 

21 811 414 

Non-Current Liabilities 




Finance tease obligation 

11 

19 645 


Operating lease liability 


133 600 

99 664 

Provisions 

13 

4 876 774 

3 054 332 

Installment Sale Obligation 

14 

1 196718 




6 226 737 

3 153 998 

Total LlabilUles 


37 685 237 

24 965 410 

Net Assets 


116 746 691 

73 132 463 

Net Assets 




Accumulated surplus 


116 746 591 

73 132 453 
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Nongoma Local H/ly n id pafity 

Annua! Financial Statements for the year ended 30 June 2012 


Statement of Financial Performance 


Figures in Rand 

Nate(s) 

2012 

Restated 

2011 

Revenue 

Property rates 

13 

5 758 045 

2 755 780 

Service chaises 

17 

1 469 540 

1 01 1 869 

Renta! of facilities and equipment 


139 084 

657 

Interest income 


1 618 874 

1 060 21 1 

Fines 


95 701 

29 770 

Licences and permits 


723 273 

747 688 

Government grants & subsidies 

18 

119 025 070 

88 814 947 

Recoveries 



745 

Other income 


313 196 

269 459 

Total Revenue 


129 142 783 

94 691 126 

Expenditure 

Personnel 

21 

(29 687 750) 

(23 942 873) 

Remuneration of councillors 

22 

(8 854 895) 

(7 38S 857) 

Depredation and amortisation 

25 

(10 524 123) 

(3 187 858) 

Finance costs 

26 

(487 859) 

(275 803) 

Debt impairment 

23 

(1 508 066) 

(5 989 859) 

Collection costs 


(2 046 212) 

(1 135 967) 

Repairs and maintenance 


(2 841 575) 

(1 979 938) 

Contracted services 


(3 681 809) 

(1 914 387) 

Grants and subsidies paid 


(31 315) 

(67 086) 

General Expenses 

20 

(25 674 582) 

(24 697 352) 

Total Expenditure 


(85 538 186) 

(70 580 980) 

Fair value adjustments 

24 

171 798 

628 937 

Gain on non-current assets held for sale or disposal groups 


- 

21 6B6 


Surplus for the year 


43 776 395 24 760 769 
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Annua} Financial Statements for the year ended 30 June 2012 




Figures in Rand 

Opening balance as previously reported 
Adjustments 

Correction of errors per Note 30 

Balance at 01 July 2010 as restated 
Changes in net assets 
Surplus for the year 

Total dianges 

Opening balance as previously reported 
Adjustments 

Prior Year adjustments o n Accumulated Surplus account 

Balance at 01 July 2011 as restated 
Changes in net assets 
Surplus for the year 

Total changes 

Balance at 30 June 2012 


Accumulated 

surplus 


(162 257) 

72 970 196 


43 776 395 

116 746 591 


Total net 
assets 


45 139 071 45 139 071 

3 232 613 3 232 613 


48 371 684 48 371 684 

24 760 769 24 760 769 

^780 769 24 760 769^ 
73 132 453 73 132 453 


(162 257) 
72 970 196 


43 776 395 43 776 395 


43 778 395 
7i 6 746 591 


Nongoma Local Municipality 

Annua} Financial Statements for the year ended 30 June 2012 

Cash Flow Statement 





Restated 

Figures in Rand 

Note(s) 

2012 

2011 

Cash flows from operating acflvities 




Receipts 

Cash receipts from ratepayers, government and other 

Interest income 


122 549 873 

1 618 874 

89 443 230 

1 060 211 



124 168 747 

90 503 441 

Payments 

Cash paid to suppliers and employees 

Finance costs 


(67 809 112) 
(487 859) 

(63 681 938) 
(275 803) 



(68 296 971) 

(63 967 741) 

Met cash flows from operating activities 

28 

55 871 776 

26 546 700 

Cash flows from invesflng activities 




Purchase of property, plant and e<iuipment 

Proceeds from sale of property, plant and equipment 

Purchase of other intangible assets 

3 

3 

4 

(62 921 137) 

(33 966 526) 
89 029 
(844 591) 

Met cash flows used on investing activities 


(62 921 137 ) 

(34 722 088 ) 

Cash flows from financing activities 




Movement in installment sale obligation 

Prior Year adjustments 

Finance lease movement 


1 134 041 
{162 257) 
31 769 

(460 076) 

Net cash flows from financing activities 


1 003 553 

(460 076 ) 

Net increase/(decrease) in cash and cash equlvaients 

Cash and cash equivalents at the beginning of the year 


(6 045 808 ) 

797 395 

(8 636 464 ) 

9 433 859 

Cash and cash equivalents at the end of the year 

10 

(5 248 413 ) 

797 395 
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Nongoma Local tVlunicipality 

Annual Financial Statements for the year ended 30 June 2012 

Accounting Policies 


1. Presentation of Annual Financial Statements 

The annual financial statements have been prepared in accordance with the Standards of Generally Recognised Accounting 
Pracfice (GRAP) including any interpretations, guidelines and directives issued by the Accounting Standards Board in 
accordance with Section 122(3) of the Municipal Finance Management Act, (Act No 56 of 2003). 


These annual financial statements have been prepared on an accrual basis of accounting and are in accordance with historical 
cost convention unless specified otherwise. They are presented in South African Rand. 

A summaiy of the significant accounting policies, which have been consistently applied, are disclosed below. 

These accounting policies are consistent with the previous period, 

1 .1 Significant Judgements and sources of estimation uncertainty 

In preparing the annua! financial statements, management is required to make estimates and assumptions that affect the 
amounts represented in the annual financial statements and related disclosures. Use of available information and the application 
of judgement is inherent in the formation of estimates. Actual results in the future could differ from these estimates which may be 
material to the annual financial statements. Significant Judgements indude; 

Fa [ r va I ue estimatio n 

The carrying value less impairment provision of trade receivables and payables are assumed to approximate their fair values. 
The fair value of financial liabilifies for disclosure purposes is estimated by discounting the future contractual cash flows at the 
current market interest rate that is available to the munidpaiily for similar financial instruments. 

Impairment testing 

The recoverable amounts of cash-generating units and individual assets have been determined based on the higher of value-in- 
use caioilations and fair values less costs to sell. These calculations require the use of estimates and assumptions. It is 
reasonably possible that the [name a key assumption] assumption may change which may then impact our estimations and may 
then require a materia f adjustment to the carrying value of goodwill and tangible assets. 

The rnunicipality reviews and tests the carrying value of assets when events or changes in circumstances suggest that the 
carrying amount may not be recoverable, in addition, goodwill is tested on an annual basis for impairment. Assets are grouped 
at the lowest level for which identifiable cash flows are largely independent of cash flows of other assets and liabilities. If there 
are indications that impalnrient may have occurred, estimates are prepared of expected future cash flows for each group of 
assets. Expected future cash flows used to determine the value in use of goodwill and tangible assets are inherently uncertain 
and could materially change overtime. They are significantly affected by a rtumber of factors. 

Provisions 


Provisions were raised and management determined an estimate based on the information available. Additional disclosure of 
these estimates of provisions are included in note 13 - Provisions. 

Post retirement benefite 


The present value of the post retirement obligation depends on a number of factors that are determined on an actuarial basis 
using a number of assumptions. The assumptions used in determining the net a^st (income) include the discount rate Any 
changes in these assumptions will impact on the cairying amount of post retirement obligations. 

The municipality determines the appropriate discount rate at the end of each year. This is the interest rate that should be used to 
detemnine the present value of estimated future cash outflows expected to be required to settle the pension obligations. In 
determining the appropriate discount rate, the municipality considers the interest rates of high-quality corporate bonds that are 
denominated in the currency in which the benefits will be paid, and that have terms to matiirity approximating the terms of the 
related pension liability. 


Other key assumptions for pension obligations are based on current market conditions, Additional information is disclosed in 
Note 5. 
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Nongoma Local IVIunicipality 

Annua! Rnandal Statements for the year ended 30 June 2012 

Accounting Policies 


1.1 Significant judgements and sources of estimation uncertainty (continued) 

Allowance for doubtful debts 

On debtors an impairment loss is recognised in surplus and deficit when there is objective evidence that it is irn paired. The 
impairment is measured as the difference between the debtors carrying amount and the present value of estimated future cash 
fiows discounted at the effective interest rate, computed at initial recognition. 

Going Concern Assumption 

These annual financial statements have been prepared on a going concern basis. 

1.2 Property, plant and equipment 

Property, plant and equipment are tangible non-current assets {including infrastructure assets) that are held for use in the 
production or supply of goods or services, rental to others, or for administrative purposes, and are expected to be used during 
more than one period. ^ 


The cost of an item of property, plant and equipment is recognised as an asset when: 

® it is probable that future economic benefits or service potential associated with the item will flow to the 
municipality; and 

® the cost of the item can be measured reliably. 

Property, plant and equipment is initially measured at cost. 

The cost of an Item of property, plant and equipment is the purchase pnce and other costs attributable to bring the asset to the 
location and condition necessary for it to be capable of operating in the manner intended by management. Trade discounts and 
rebates are deducted in arriving at the cost. 

Where an asset is acquired at no cost, or for a nominal cost, its cost is tte fair value as at date of acquisition. 

Where an item of property, plant and equipment is acquired in exchange fora non-monetary asset or monetary assets, ora 
combination of monetary and non-monetary assets, the asset acquired is initially measured at fair value (the cost). If the 
acquired stem's felr value was not determinable, it's deemed cost is the carrying amount of the asset(s) given up. 

When significant components of an Item of property, plant and equipment have different useful lives, they are accounted for as 
separate items (major components) of property, plarrt and equipment 

Costs include costs incurred initially to acquire or construct an Item of property, plant and equipment and costs incurred 
subsequently to add to, replace part of, or service it if a replacement cost is recognised in the carrying amount of an item of 
property, plant and equipment, the carrying amount of the replaced part is derecxignised. 

The initial estimate of the «3sts of dismantling and removing the item and restoring the site on which it is located is also included 
in the cost of property, plant and equipment, where the entity is obligated to incur such expenditure, and where the obligation 
arises as a result of acquiring the asset or using it for purposes other than the production of inventories. 

Recognition of costs in the carrying amount of an item of property, plant and equipment ceases when the item is in the location 
and condition necessary for it to be capable of operating In the manner intended by management, 

Major spare parts and stand by equipment which are expected to be used for more than one period are included in property, 
plant and equipment In addition, spare parts and stand by equipment which can only be used in connection with an Item of 
property, plant and equipment are accounted for as property, plant and equipment. 

Major inspection costs which are a condition of continuing use of an item of property, plant and equipment and which meet the 
recognition criteria above are included as a replacement in the cost of the item of property, plant and equipment. Any remaining 
inspection costs from the previous inspection are derecognised. 


Property, plant and equipment is carried at cost less accumulated depredation and any impairment losses. 

Property, plant and equipment are depreciated on the straight line basis over their expected useful lives to their estimated 
residual value. 

The useful lives of items of property, plant and equipment have been assessed as follows: 
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Nongoma Local IVlunicIpaiity 

Annual Financial Statements for the year ended 30 June 2012 

Accounting Policies 


1.2 Property, plant and equipment {continued} 

. . Average useful life 


Land and buildings 

« Buildings 25-30 

Infrastructure 

® Roads 10-50 

Other property, plant and equipment 

* Machinery and Equipment 4-15 

® Furniture and office equipment 7-10 

« Computers 5 

® Motor vehicles 7 


The residual value, and the useful life and depreciation method of each asset are reviewed at the end of each year. If the 
expectations differ from previous estimates, the change is accounted for as a change in accounting estimate. 


Reviewing the useful life of an asset on an annual basis does not require the entity to amend the previous estimate unless 
expectations differ from the previous estimate. 

Each part of an item of property, plant and equipment wifri a cost that is significant in relation to the total cost of the item is 
depreciated separately. 

The depreciation charge for each period is recognised in surplus or deficit unless it is included in the carrying amount of another 


Items of property, plant and equipment are derecognised when the asset is disposed of or when there are no further econorriic 
benefits or service potential expected from the use of the asset 

The gain or loss arising from the derecognition of an item of property, plant and equipment is included in surplus or deficit when 
the item is derecognised. The gain or loss arising from the derecognition of an item of property, plant and equipment is 
determined as the difference between the net disposal proceeds, if any, and the carrying amount of frie item. 

Assets which the municipality holds for rentals to others and subsequently routinely sei! as part of the ordinary course of 
activities, are transferred to inventories when the rentals end and the assets are available-for-sale. These assets are not 
accounted for as non-current assets held for sale. Proceeds from sales of these assets are recognised as revenue. Ali cash 
flows on these assets are included in cash fiows from operating activities in the cash flow statement 

1.3 Intangible assets 

An asset is identified as an intangible asset when it; 

• is capable of being separated or divided from an entity and sold, transferred, licensed, rented or exchanged either 
individually or together with a related contract assets or liability: or 

* arises from contractual rights or other legal rights, regardless whether those rights are transferable or separate 
from the municipality or from other rights and obligations. 

An intangible asset is recognised when: 

“ it is probable that the expected ftiture economic benefits or service potential that are attributable to the asset will 
flow to the municipality; and 

» the cost or fair value of the asset can be measured reliably. 

Infengible assets are initially recognised at cost. 

An intangible asset acquired at no or nominal cost, the cost shall be its fair value as at the date of acquisition. 

Expenditure on research (or on the research phase of an internal project) is recognised as an expense when it is incurred. 
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Annual Financial Statements for the year ended 30 June 2012 

Accounting Policies 


1 .3 Intangible assets (continued) 

An intangible asset ansing from development (or from the development phase of an internal project) is recognised when- 
it IS technicaiiy feasible to complete the asset so that it v\n!i be available for use or sale 
* there ts an intention to complete and use or sell it. 

® there Is an ability to use or sell it. 

® it will generate probable future economic benefits or service potential. 

asset technical, financial and other resources to complete the development and to use or sell the 

the expenditure attributable to the asset during its development can be measured reliably. 

Intangible assets are carried at cost less any accumulated amortisation and any impairment tosses. 

An intanglbie asset is regarded as having an indefinite useful life when, based on ail relevant factors there is no foreseeahlp 
,m, to the penod over which the esset is expected to generate net cash inflows or service pmeSkmortiahon^^^^^^ 
for these inlangib.e assets, but they are tested for impainnent annuatly and whenever there is an indication that the asset mav 
be impaired. For all other intangible assets amortisation is provided on a straight line basis over tl!e“ Si life ^ 

The amortisation period and the amortisation method for intangible assets are reviewed at each reporting date. 

A ® intangible asset with a finite useful life after it was classified as indefinite is an indicator that the 

^ impaimrentand the remaining carrying amount 

IntTsfete arrd items similar In substance are not recognised as 

Amortisation is provided to write down the intangible assets, on a straight line basis, to their residual values as follows; 


Item 

Computer software, other 


Useful Hfe 

5 years 


Intangible assets are derecognised: 

• on disposal; or 

® when no future economic benefits or service potential are expected from its use or disposal. 

IfdeS^hent: “SogS" 

1.4 Fmancia I Instruments 

of aTotSSr^"' contact that gives rise to a financial asset of one entity and a finandai liability or a residual interest 

.“f C’f a financial asset or financial liability is the amount at which the financial asset or financial liabifitv is 

minus pnncipal repayments, plus or minus the cumulative amortisation using the effecfili interest 
method of any difference between that initial amount and the maturity amount, and minus any reduction (dfrectlv or throuah the 
use of an allowance account) for impairment or uncoliectibility. ^ fecuciron tairecuy or through the 

A concessionary loan is a loarr granted to or received by an entity on terms that are not market related. 

aiTotliSfen.^’^ ^ a !<»« for the other party by felling to discharge 

foreign ‘"sxcSngrratet ^ «“ "eCuele because of changes in 

® previously recogrrised financial asset or financial liability from anentitys statement of financial 
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Annua! Financial Statements for the year ended 30 June 2012 

Accounting Policies 


1,4 Financial instruments (continued) 

calculating the amortised cost of a financial asset or a financial liability (or group of 
financial assets or finanaal Ijabilities) and of a.locating the interest income or interest expense over the relevant period The 
efferttve interest rate is the rate that exactly discounts estimated future cash payments or receipts through the expected life of 

appropnate. a shorter period to the net carrying amount of the financial asset or financial 
nability. When caicuimmg the effective interest rate, an entity shall estimate cash flows considering all corrtractual terms of the 
nnanwal instrumem (for example, prepayment, call and similar options) but shall not consider future credit losses. The 
calculation includes aH fees arid p^nts paid or received between parties to the contract that are an integral part of the effective 

Revenue from Exchange Transactions), transaction costs, and alt other premiums or 
f P'^esumption that the cash flows and the expected life of a group of similar financial instruments can be 

estimated reliably. However, in those rare cases when it is not possible to reiiably estimate the cash flows or the expected life of 
a financtaf instrument (or group of financial instruments), the entity shall use the contractual cash flows over the fuilcontractual 
term of the financial instrument (or group of financial instruments). 

Fair value is the amount for which an asset could be exchanged, or a liability settled, between knowledgeable willing parties in 
an arm’s length transaction. ^ 

A financial asset is: 

® cash; 

• a residual interest of another entity; or 

• a contractual right to: 

receive cash or another financial asset from another entity; or 

- exchange financial assets or fmancial liabilities with another entity under conditions that are ootentiallv 
favourable to the entity. ^ 

A financial guarantee contract is a contract that requires the issuer to make specified payments to reimburse the holder for a 
dSt'instmme^nl^^^ ^ specified debtor fails to make payment when due in accordance with the original or modified terms of a 

A financial liability is any liability that is a contractual obligation to: 

* deliver cash or another financial asset to another entity; or 

» exchange financial assets or financial liabilities under conditions that are potentially unfrivourabfe to the entity. 

Interest rate risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of changes in 
market interest rates. ® 

event of difficulty in meeting obiigations associated with financial liabiliUes 
that are settled by delivering cash or another financial asset. 

Loans payable are financial liabilities, other than short-term payables on normal credit tenms. 

Market risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of changes in market 
pnces. Market nsk comprises three types of risk: currency risk, interest rate risk and other price risk. 

Other price risk is the risk that the feir value or future cash flows of a financial instrument will fluctuate because of changes in 
market pm^s (ojer than those arising from interest rate risk or currency risk), whether those changes are caused by factors 
specific to the individual financial instrument or its Issuer, or factors affecting all similar financial instruments traded in the 

rnRrKGi. 

A financial asset is past due when a counterparty has failed to make a payment when contractually due. 

Transaction costs are incremental costs that are directly attributabie to the acquisition, issue or disposal of a financial asset or 

incremental cost is one that would not have been incurred if the entity had not acquired issued or disposed 
of the financial instrument 

Financial instruments at amortised cost are non-derivative financial assets or non-derivative financial liabilities that have fixed or 
determinable payments, excluding those instruments that: 

* the entity designates at fair value at initial recognition; or 
» are held for trading. 

Financial instruments at cost are investments in residual interests that do not have a quoted market price in an active market 
and whose fair value cannot be reliably measured. ’ 
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Nongoma Local IVlunicipality 

Annual Financial Statements for the year ended 30 June 2012 

Accounting Policies 


1.4 Financial Instruments (continued) 

Financial instruments at fair value comprise financial assets or financial liabilities that are: 

« derivatives; 

» combined instruments that are designated at fair value; 

* instruments held for trading. A financial instrument is held for trading if: 

it is acquired or incurred principally for the purpose of selling or repurchasing it in the near-term; or 
on initial re<^nition it is part of a portfolio of identified financial instruments that are managed together and for 
whir^ there is evidence of a recent actual pattern of short term profit-taking; 

non-derivative financial assets or financial liabilities with fixed or determinable payments that are designated at 
fair value at initial recognition; and 

financial instruments that do not meet the definition of financial instrumerits at amortised cost or financial 
instruments at cost. 

Classification 

The entity has the following types of financial assets (classes and category) as reflected on the face of the statement of financial 

position or in the notes thereto: 


Class 

Bank and Cash 

Trade and Other receivables 

The entity has the following types of financial liabilities 
finandal position or in the notes thereto; 


Category 

Financial asset measured at fair value 
Financial asset measured at fair value 

and category) as reflected on the face of the statement of 


Class 

Trade and other payables 
Installment sale obligation 
Bank Overdraft 


Category 

Financial liability measured at fair value 
Financial liability measured at amortised cost 
Financial liability measured at fair value 


Initial recognition 


The entity recognises a financial asset or a financial liability in its statement of financial position when the entity becomes a party 
to the contractual provisions of the instrument. 


Initial measurement of financial assets and financial liabilities 

ITse entity measures a financial asset and finar^cial liability initially at its fair value plus transaction costs that are directly 
attributable to the acquisition or issue of the financial asset or finandal liability. 

The entity measures a financial asset and financial liability initially at its fair value. 
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1.4 Ftnanclai instruments (continued) 

Subsequent measurement of financial assets and financial liabilities 

The entity measures ail financia! assets and financiai liabitities after initial recognition using the following categories- 
» Financial instruments at fair value. y y 

» Financiai instrumente at amortised cost, 

* Financial instruments at cost 


Ail financial assets measured at amortised cost, or cost, are subject to an impaiiment review. 
Reciassification 


The entity does not reclassify a financial instrument while it is issued or held unless it is: 

*’ combined instrument that is required to be measured at fair value; or 
* an investment in a residual interest that meets the requirements for reclassification. 


if fair value can no longer be measured reliably for an investment in a residual interest measured 
reclassifies the investment from fair value to cost. The carrying amount at the date that fair vaiue 
the cost. 


at fair value, the entity 

is no longer available becomes 


If a reliable measure becomes available for an investment in a residual interest for which a measure was previousiv not 

available, and the instrument would have been required to be measured at fair value, the entity reclassifies the instrument from 
cost to fair value. 


Gains and losses 


in surplus or dSiciT^ ^ change in the fair vaiue of a finandal asset or financial liability measured at fair value is recognised 

For financial assets and financial liabilities measured at amortised cost or cost, a gain or toss is recognised in surplus or deficit 
when the financial asset or financial liability is derecognised or impaired, or through the amortisation process. 

impairment and uncollectibiilty of financial assets 

The entity assess at the end of each reporting period whether there is any objective evidence that a financial asset orgrouD of 
financial assets is impaired. 

Financial assets measured at amortised cost: 

if there is objective evidence that an impairment loss on financial assets measured at amortised cost has been incurred the 
amount of the loss is measured as the difference between the asset's carrying amount and the present value of estimated future 
cash flows (excluding future credit losses that have not been incurred) discounted at the financial asset's original effective 

interest rate. The carrying amount of the asset is reduced through the use of an allowance account. The amount of the loss is 
recognised m surplus or deficit. ^ ui li i« 

If, in a subs^uent period, the amount of the impaimient loss decreases and the decrease can be related objectively to an event 
impairment was recognised, the previously recognised impairment toss is reversed by adjusting an allowance 
account The reversal does not result in a carrying amount of the financial asset that exceeds what the amortised cost would 
have been had the impairment not been recognised at the date the impairment is reversed. The amount of the reversal is 
recognised in surplus or defidt. 

Financial assets measured at cost: 

If there is objective evidence that an impairment loss has been incurred on an investment in a residua) interest that is not 

dISS'nS hiSlIn vaiue cannot be measured reliably, the amount of the impairment loss is measured as the 

difference betvveen the carrying amount ot the financial asset and the present value of estimated future cash flows discounted at 
the current market rate of return for a similar financial asset. Such impairment losses are not reversed. 
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1.4 Financial insb^ments (continued) 

Derecognition 

Financial assets 


The entity derecognises a financiai asset only when: 

® the contractual rights to the cash flows from finandal asset expire, are settled or waived; 

the entity transfers to another party substantially ail of the risks and rewards of ownership of the financial asset' or 
• the entity, despite having retained some significant risks and rewards of ownership of the financiai asset, has 
trarrsferred control of the asset to another party and the other party has the practical ability to sell the asset in its 
entirety to an unrelated third party, and is able to exercise that ability unilaterally and without needing to Impose 
additional restrictions on the transfer, in this case, the entity : 
derecognise the asset; and 

recognise separately any rights and obligations created or retained in the transfer. 


The carrying amounts of the transferred asset are allocated between the rights or obligations retained and those transferred on 
the basis of their relative fair values at the transfer date. Newly created rights and obligations are measured at their fair values at 
that date. Any difference between the consideration received and the amounts recognised and derecogrrised is recognised in 
surplus or deficit in the period of the transfer a 


If the entity transfer a financiai asset in a transfer that qualifies for derecognition in its entirety and retains the right to service 
the financial asset for a fee, it recognise either a servicing asset or a servicing liability for that servicing contract. If the fee to be 
received is not expected to compensate the entity adequately for performing the servicing, a servicing liability for the servicing 
obligation is recognised at its fair value. If the fee to be received is expected to be mors than adequate compensation for the 
servicing, a servicing asset is recognised for the servicir^g right at an amount determined on the basis of an allocation of the 
carrying amount of the larger fmandal asset. 


K, as a result of a transfer, a financiai asset is derecogni^d in its entirety but foe transfer results in the entity obtaining a new 
nnancial asset or a^uming a new financial liability, or a servicing liability, the entity recognise the new finandal asset financial 
liability or sen/icing iiabiiity at rain value. 


On derecognition of a financiai asset In its entirety, foe difference between the carrying amount and the sum of the consideration 
received is recognised in surplus or deficit 


If foe transferred asset is part of a larger financial asset and foe part transferred qualifies for derecognition in Its entirety the 
previous carrying amount of foe larger financial asset is allocated between the part that continues to be recognised and the part 
thai is derecognised, based on the relative fair values of those parts, on the date of the transfer. For this purpose a retained 
se^icing asset is treated as a part that continues to be recognised. The difference between the carrying amount allocated to the 
part derecognised and the sum of the consideration received for foe part derecognised is recognised in surplus or deficit. 

derecognition because the entity has retained substantially all foe risks and rewards of ownership 
of the transferred asset the entity continue to recognise the transferred asset in Us entirety and recognise a financial liability for 
the consideration received, in subsequent periods, the entity recognises any revenue on the transferred asset and anv expense 
marred on the financial liability, Neither the asset, and the associated iiabiiity nor foe revenue, and the associated expenses are 


Financial liabilities 


The entity removes a financiai iiabiiity (or a part of a financiai liability) from its statement of financial position when it Is 
extinguished i.e, when the obiigation specified in the contract is discharged, cancelled, expires or waived. 


An exchange between an existing borrower and tender of debt instruments with substantialiy different teims is accounted for as 
having extiriguished the original financiai liability and a new financial liability is recognised. Simiiariy, a substantial modification of 
foe terms of an existing financial liability or a part of It is accounted for as having extinguished the original financial liability and 
having recognised a new financial liability. ^ 


The difference between the carrying amount of a financial liability (or part of a financial iiabiiity) extinguished or transferred to 
another party and the consideration paid, including any non-cash assets transferred or liabilities assumed, is recognised in 
surplus or (^ficrt- Any iiabiliiies that are waived, forgiven or assumed by another entity by way of a non-excfoange transaction are 
accounted for in accordance with the Standard of GRAP on Revenue from Non-exchange Transactions (Taxes and Transfers). 
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1.4 Financial Instruments (continued) 

Presentation 

interest relating to a financial instrument or a component that is a financial liability is recognised as revenue or expense in 
surplus or deficit 

Losses and gains relating to a financial instrument or a component that is a financial liability is recognised as revenue or 
expense in surplus or deficit. 

A finandal asset and a financial liability are only offset and the net amount presented in the statement of financial position when 
the entity currently has a legally enforceable right to set off the recx)gnised amounts and intends either to settle on a net basis, or 
to realise the asset and settle the liability simultaneously. 

In accounting for a transfer of a financial asset that does not qualify for derecognition, the entity does not offset the transferred 
asset and the associated liability. 

1 .5 Leases 

A lease is classified as a finance lease if it transfers substantially all the risks and rewards incidental to ownership. A lease is 
classified as an operating lease if it does not transfer substantially ail the risks and rewards incidental to ownership. 

When a lease includes both land and buildings elements, the entity assesses the classification of each element separately. 

Finance leases - lessee 

Finance leases are recognised as assets and liabilities in the statement of financial position at amounts equal to the fair value of 
the leased property or. if lower, the preser>t value of the minimum lease payments. The corresponding iiabiitty to the lessor is 
included in tiie statement of financial position as a finance lease obligation. 

The discount rate used in calculating the present value of the minimum lease payments is the municipality's incremental 
borrowing rata 

Minimum lease payments are apportioned between the finance charge and reduction of the outstanding liability. The finance 
charge is allocated to each period during the lease term so as to produce a cxmstant periodic rate of on the remaining balance of 
the Iiabiitty, 

Any contingent rents are expensed in the period in which they are incurred. 

Operating leases - lessor 

Operating lease revenue is recognised as revenue on a straighhline basis over the lease term. 

Initial direct costs incurred in negotlafing and arranging operating leases are added to the carrying amount of the leased asset 
and recognised as an expense over the lease term on the same basis as the tease revenue. 

The aggregate cost of incentives is recognised as a reduction of rental revenue over the lease term on a straight-line basis. 

The aggregate benefit of incentives is recognised as a reduction of rental expense over the tease term on a straight-line basis. 
Income for leases is disclosed under revenue in statement of financial performance. 

Operating leases - lessee 

Operating lease payments are recognised as an expense on a straight-line basis over the lease term. The difference between 
the amounts recognised as an expense and the contractual payments are recognised as an operating tease asset or liability. 

1.6 Impairment of non-cash-generating assets 

Cash-generating assets are those assets held by dte municipality with the primary objective of generating a commercial return. 
V^en an asset is deployed in a manner cx>nsistent with that adopted by a profit-orientated entity, it generates a commerdal 
return. 
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1 .6 impairment of non-cash-generating assets (continued) 

Non-cash-generating assets are assets other than cash-generating assets. 

frnpairment is a loss in the future economic benefits or service potential of an asset, over and above the systematic racoqnitbn 
of the toss of the asset’s future economic benefits or service potential through depredation (amortisation). 

Carrying amount is the amount at which an asset is recognised in the statement of financial position after deducting any 
accumulated depreciation and accumulated impairment losses thereon. 

A <^sh-generating unit is the smallest identifiable group of assets held with the primary objective of generating a commercial 
return that generates cash inflows from continuing use that are largely independent of the cash inflows from other assets or 
groups of assets. 

Costs of drsposa) are incremental costs directly attributable to the disposal of an asset, excluding finance costs and income tax 
expense. 


Depreciation (Amortisation) is the systematic allocation of the depreciable amount of an asset over its useful life. 

Fair value less costs to sell is the amount obtainable from the saie of an asset in an arm’s length transaction between 
knowledgeable, willing parties, less the costs of disposal. 

Recoverable service amount is the higher of a non-cash-generating assets fair value less costs to sell and its value in use. 
Useful life is either: 

(a) the period of time over which an asset is expected to be used by the municipality; or 

(b) the number of production or similar units expected to be obtained from the asset by the municipality. 

Identification 


When the carrying amount of a non-cash-generating asset exceeds its recoverable service amount, it is Impaired. 

The municipaiity assesses at each reporting date whether there is any indication that a non-cash-generating asset may be 
impaired. If any such indication exists, the municipality estimates the recoverable service amount of the asset. 

irrespective of whether there is any indication of impairment, the entity also test a non -cash-generating intangible asset with an 
indefinite useful life or a non-cash-gene rating intangible asset not yet available for use for impairment annuaiiy by comparing its 
carrying amount with its recoverable service amount. This impairment test is performed at the same time every year If an 
intangible asset was initially recognised during the current reporting period, that intangible asset was tested for imoairment 
before the end of the current reporting period. 
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1 .6 impairment of non-cash-generating assets {continued) 

Value In use 

Value in use of an asset is the present value of the assefs remaining service potential. 

The present vaiue of the remaining service potential of an asset is determined using the following approach; 

Depreciated replacement cost approach 

The present value of the remaining service potential of a non-cash-generating asset is determined as the depreciated 
nepiacement cost of the asset The replacement cost of an asset is the cost to replace the assefs gross service potential -Riis 
cost IS depreciated to reject the asset in its used condition. An asset may be replaced either through reproduction (replication) 

^ through replacement of its gross service potentiat. The depreciated replacement cost is measured as the 
or replacement cost of the asset, whichever is lower, less accumulated depreciation calculated on the basis of such 
cost, to reflect the already consumed or expired service potential of the asset. 

The replacement cost and reproduction cost of an asset is determined on an ‘‘optimised" basis. The rationale is that the 
municipality would not replace or reproduce the asset with a like asset if the asset to be replaced or reproduced is an 
overdesigried or overcapacity asset. Overdesigned assets contain features which are unnecessary for the goods or services the 

®sseis are assets that have a greater capacity than is necessary to meet the demand for goods or 
sendees the asset provides, The determination of the replacement cost or reproduction cost of an asset on an optimised basis 
thus reflects the service potential required of the asset. ^ 

Restoration cost approach 

Restoration cost is the cost of restoring the service potential of an asset to its pre-impaired level, The present vaiue of the 
rernaimng service potential of the asset is determined by subtracting the estimated restoration cost of the asset from the current 
cost of replacing the remaining service potential of the as^t before impairment The latter cost is determined as the depredated 
reproduction or replacement cost of the asset, whichever is lower. ^ 

Service unite approach 

The present value of the remaining service potential of the asset is determined by nedudng the current cost of the remaininq 
^rvice potential of the asset before impairment, to conform to the reduced number of service units expected from the asset in 
its impaired state. The current cost of replacing the remaining service potential of the asset before impairment is determined as 
the depret^ated reproduction or replacement cost of the asset before impairment, whichever is lower. 

Recognition and measurement 

^ non-cash-generating asset is less than its carrying amount, the carrying amount of the 
asset IS reduced to its recoverable service amount. This reduction is an impairment loss. 

An impairment loss is recognised Immediately in surplus or deficit 

Any impairment loss of a revalued nor>-cash-generating asset is treated as a revaluation decrease, 

estimated for an impairment loss is greater than the carrying amount of the non-cash-generating asset to 
which It relates, the muniapality recognises a liability only to the extent that is a requirement in the Standards of GRAP. 

recx>gnition of an innpairment loss, the depreciation (amortisation) charge for the non-cash-generating asset is adjusted 
,n future periods to allocate the non-cash-generating asset’s revised carrying amount, less its residual value (if any^ on a 
systematic basis over its remaining useful life, ' 
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1.8 Impairment of non-cash-generatln 0 assets (continued) 

Reversal of an Impairment loss 

The municipality assess at each reporting date whether there is any indication that an impairment loss recognised in prior 
periods for a non-cash-generating asset may no longer exist or may have decreased. If any such indication exists, the 
municipality estimates the recoverable service amount of that asset. 

An impairment loss recognised in prior periods for a non-cash-generating asset is reversed if there has been a change in the 
estimates used to detenmine the asset's recoverable service amount since the last impairment loss was recognised. The 
carrying amount of the asset is increased to its recoverable service amount The increase is a reversal of an impairment loss. 

The increased carrying amount of an asset attributable to a reversal of an impairment loss does not exceed the carrying amount 
that would have been determined (net of depreciation or amortisation) had no impairment loss been recognised for the asset in 
prior periods. 

A reversal of an impairment loss for a non-cash-generating asset is recognised immediately in surplus or deficit, 

Any reversal of an impairment loss of a revalued non-cash-generating asset is treated as a revaluation increase. 

After a reversal of an impairment loss is recognised, the depreciation (amortisation) charge for the non-cash-generating asset is 
adjusted in future periods to allocate the non-cash-generating asset's revised carrying amount, iess its residual value (if any), on 
a systematic basis over its remaining useful life. 

Redesignatlon 

The redesignation of assets from a cash-generating asset to a non-cash^enerating asset or from a non-cash-generating asset 
to a cash-generating asset only occur when there is clear evidence that such a redesignation Is appropriate. 

1.7 Provisions and contingencies 

Provisions are recognised when: 

» the municipality has a present obligation as a result of a past event; 

« it is probable that an outflow of resources embodying economic benefits or service potential will be required to 
settle the obligation; and 

• a reliable estimate can be made of the obligation. 

The amount of a provision is the best estimate of the expenditure expected to be required to settle the present obligation at the 
reporting date. 

Where the effect of time value of money is material, the amount of a provision is the present value of the expenditures expected 
to be required to settle the obligation. 

The discount rate is a pre-tax rate that reflects current market assessments of the lime value of money and the risks spedfic to 
the ii ability. 

Where some or all of the expenditure required to settle a provision is expected to be reimbursed by another party, the 
reimbursement is recognised when, and only when, it is virtually certain that reimbursement wilt be received if the municipality 
settles the obligation. The reimbursement is treated as a separate asset. The amount recognised for the reimbursement does 
not exceed the amount of the provision. 

Provisions are reviewed at each reporting date and adjusted to reflect the current best estimate. Provisions are reversed if it is 
no longer probable that an outflow of resources embodying economic benefits or service potential will be required, to settle the 
obligation. 

Where discounting is used, the carrying amount of a provision increases in each period to reflect the passage of time, This 
increase is recognised as an interest expense. 

A provision is used oniy for expenditures for whidi the provision was originally recognised. 

Provisions are not recognised for future operating deficits. 

If an entity has a contract that is onerous, the present obligation (net of recoveries) under the contract is recognised and 
measured as a provision. 
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1.7 Provisions and contingencies (continued) 

A constructive obligation to restructure arises only when an entity: 

« has a detailed formal plan for the restructuring, identifying at least; 

the activity/operating unit or part of a activityVoperating unit concerned; 
the principal locations affected; 

the location, function, and approximate number of employees who will be compensated for services beinq 
terminated; ° 

the expenditures that will be undertaken; and 
when the plan wilt be implemented; and 

» has raised a valid expectation in those affected that it will carry out the restructuring by starting to implement that 
plan or announcing its main features to those affected by It. 

A restructuring provision inctudes only the direct expenditures arising from the restructuring, which are those that are both- 

• necessarily entailed by the restructuring; and 

® not associated with the ongoing activities of the munidpaiity 

No oWigation arises as a consequence of the sale or transfer of an operation until the municipality is committed to the safe or 
transfer, that ts, there js a binding arrangement. 

After their initial recognition contingent liabilities recognised in entity combinations that are recognised separately are 
subsequently measured at the higher of: 

® the amount that would be recognised as a provision; and 

* the amount initiatly recognised less cumulative amortisation. 

Contingent assets and contingent liabilities are not recognised. 
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1.7 Provisjons and contingencies (continued) 

Decommissioning, restoration and similar liability 

Changes in the measurement of an existtng decommissioning, restoration and similar liability that result from changes in the 
estimated timing or amount of the outflow of resources embodying economic benefits or service potential required to settle tiie 
obligation, or a change in the discount rate, is accounted for as follows: 

If the related asset is measured using the cost model: 

changes in the liability is added to, or deducted from, the cost of the related asset in the current period. 

» the amount deducted from the cost of the asset does not exceed its carrying amount. If a decrease in the liability 
exceeds the carrying amount of the asset, the excess is recognised immediately in surplus or deficit. 

® if the adjustment results in an addition to the cost of an asset, the entity consider whether this is an indication that the 
new carrying amount of the asset may not be fully recoverable, if there is such an indication, the entity test the asset 
for impairment by estimating its recoverable amount or recoverable service amount, and account for any impairment 
loss, in accordance with the accounting policy on impairment of assets as described in accounting policy and 1.6. 

If the related asset is measured using the revaluation model: 

“ changes in the liability alter the revaluation surplus or deficit previously recognised on that asset, so that; 

a decrease in the liability is credited direc^y to revaluation surplus in net assets, except that it is recognised in 
surplus or deficit to the extent that it reverses a revaluation deficit on the asset that was previously recognised in 
surplus or deficit; and 

an increase in the liability is recognised in surplus or defidt, except that it is debited directly to revaluation 
surplus in net assets to the extent of any credit balance existing in the revaluation surplus in respect of that asset; 

• in the event that a decrease in the liability exceeds the carrying amount that would have been recognised had the 
asset been carried under the cost model, the excess is recognised immediately in surplus or deficit; 

«> a change in the liability is an indicatiorr that the asset may have to be revalued in order to ensure that the carrying 
amount does not differ materiaily from that whidi would be determined using fair value at die reporting date. Any such 
revaluation is taken into account in determining the amounte to be ^ken to surplus or deficit and net assets, if a 
revaluation is necessary, all assets of that class is revalued; and 
» the Standard of GRAP on Presentation of Financial Statements requires disdosure on the face of the statement of 
changes in net assets of each item of revenue or expense that is recognised directly in net assets. In complying with 
this requirement, the change in the revaluation surplus arising from a diange in the liability is separately identified and 
disclosed as such. 

The adjusted depreciable amount of the asset is depreciated over its useful life. Therefore, once the related asset has reached 
the end of its useftjl life, all subsequent changes in the liability is recognised in surplus or deficit as they occur. This applies 
under both the cost model and the revaluation model. 

The periodic unwinding of the discount is recognised in surplus or deficit as a finance cost as it occurs. 

1.8 Revenue from exchange transactions 

Revenue is the gross inflow of economic benefits or service potential during the reporting period when those inflows result in an 
increase in net assets, other than ino-eases relating to contributions from owners. 

An exchange transaction is one irt which the municipality receives assets or services, or has liabilities extinguished, and directly 
gives approximately equal value (primarily in the form of goods, services or use of assets) to the other party in exchange. 

Fair value is the amount for which an asset could be exchanged, or a liability settled, between knowledgeable, willing parties in 
an arm’s length transaction. 

Measurement 

Revenue is measured at the fair value of the consideration received or receivable, net of trade discounts and volume rebates, 
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1.8 Revenue from exchange transactions (continued) 

Sale of goods 

Revenue from the sale of goods is recognised when all the following conditions have been satisfied; 

» the municipality has transferred to the purchaser the significant risks and rewards of ownership of the goods; 

* the municipality retains neither continuing managerial involvement to the degree usually associated with 
ownership nor effective control over the goods sold; 

^ the amount of revenue can be measured reliably; 

» it is probable trat the economic benefits or service potential associated with the transaction will flow to the 
municipality; and 

» the costs incurred or to be incurred in respect of the transaction can be measured reliably. 

Rendering of services 

When the outcome of a transaction involving d^e rendering of services can be estimated reliably, revenue associated with the 
transaction is recognised by reference to the stage of completion of the transaction at the reporting date. The outcome of a 
transaction can be estimated reliably when all the following conditions are satisfied: 

* the amount of revenue can be measured reliably; 

* it is probable that the economic benefits or service potential associated with the transaction will flow to the 
municipality; 

» the stage of completion of the transaction at the reporting date can be measured reitably; and 

» the costs incurred for the transaction and the costs to complete the transaction can be measured reliably. 

When services are performed by an indeterminate number of acts over a specified time frame, revenue is recognised on a 
straight line basis over the specified time frame unless there is evidence that some other method better represents the stage of 
completion. When a specific act is much more significant than any other ads, the recognition of revenue is postponed unfil the 
significant act is executed. 

When the outcome of the transaction involving the rendering of services cannot be estimated reliably, revenue is recognised 
only to the extent of the expenses recognised that are recoverable. 

Service revenue is recognised by reference to the stage of completion of the transaction at the reporting date. Stags of 
completion is determined by services performed to date as a percentage of total services to be performed. 

Interest 

Revenue arising from the use by others of entity assets yielding interest, royalties and dividends is recognised when: 

® tt is probable that the economic benefits or service potential associated with the transaction will flow to the 
municipality, and 

® The amount of the revenue can be measured reliably. 

Interest is recognised, in surplus or deficit, using the effective interest rate method. 

Service fees included in the price of the product are recognised as revenue over the period during whicfri the service is 
performed. 

1.9 Revenue from non-exchange transactions 

Revenue comprises gross inflows of economic benefits or service potential received and receivable by an municipality, which 
represents an increase in net assets, other than increases relating to contributions from owners. 

Conditions on transferred assets are stipulations that specify that the future economic benefits or service potential embodied in 
the asset is reguired to be consumed by the recipient as specified or future economic benefits or service potential must be 
returned to the transferor. 

Control of an asset arise when the municipality can use or otherwise benefit from the asset in pursuit of its objectives and can 
exclude or otherwise regulate the access of others to that benefit 

Exchange transactions are transactions in which one entity receives assets or services, or has liabilities extinguished, and 
directly gives approximately equal value (primarily in the form of cash, goods, services, or use of assets) to another entity in 
exchange. 


23 



Nongoma Local Municlpaiity 

Annua i Financial Statements for the year ended 30 June 2012 

Accounting Policies 


1.9 Revenue from non-exchange transactions (continued) 

Expenses paid through the tax system are amounts that are available to beneficiaries regardless of v/hether or not they pay 
taxes. ^ 

Fines are economic benefits or service potential received or receivable by entities, as determined by a court or other law 
enforcement body, as a consequence of the breadi of laws or regulations. 

Non-exchange transactions are transactior^s that are not exchange transactions. In a non-exchange ti'ansactlon, an municipality 
either receives value from another municipality without directly giving approximately equal vaiue in exchange, or gives value to 
another municipality without directly receiving approximately equal value in exchange. 

Restrictions on transferred assets are stipulations that limit or direct the purposes for which a transferred asset may be used, but 
do not specify that future economic benefits or service potential is required to be returned to the transferor if not deployed as 
specihed. 


Stipulations on transferred assets are terms in lav/s or regulation, or a binding arrangement, imposed upon the use of a 
transferred asset by entities external to the reporting municipality. 


Tax expenditures are preferential provisions of the tax law that provide certain taxpayers with concessions that are not available 
to others. 


The taxable event is the event that the government, legislature or other authority has determined will be subject to taxation. 

Taxes are economic benefits or service potential compulsorily paid or payable to entities, in accordance with laws and or 
regulations, established to provide revenue to government Taxes do not include fines or other penalties imposed for breaches 
of the law. 


Transfers are inflows of future economic benefits or service potential from non-exchange transactions, other than taxes. 
Recognition 

An inflow of resources from a non-exchange transaction recognised as an asset is recognised as revenue, except to the extent 
that a liability is also recognised in respect of the same inflow. 

As the municipality satisfies a present obligation recognised as a liability in respect of an inflow of resources from a non- 
exchange transaction recognised as an asset, it reduces the carrying amount of the liability recognised and recognises an 
amount of revenue equal to that reduction. 

Measurement 

Revenue from a non-exchange transaction is measured at the amount of the increase in net assets recognised by the 
municipality. 

When, as a result of a non-exchange transaction, the municipality recognises an asset, It also recognises revenue equivalent to 
the amount of the asset measured at its fair value as at the date of acquisition, unless it is also required to recognise a liability. 
Where a liability is required to be recognised it will be measured as the best estimate of the amount required to settle the 
obligation at the reporting date, and the amount of the Increase in net assets, if any, recognised as revenue. When a liability is 
subsequently redu<^d, because the taxable event occurs or a condition is satisfied, the amount of the reduction in the liabiiitv is 
recognised as revenue. 
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1.9 Revenue from non*exchange transactions (continued) 

Taxes 

The municipality recognises an asset in respect of taxes when the taxable event occurs and the asset recognition criteria are 
met- 

Resources arising from taxes satisfy the definition of an asset when the municipality controls the resources as a result of a past 
event (the taxable event) and expects to receive future economic benefits or service potential from those resources. Resources 
arising from taxes satisfy the criteria for recognition as an asset when it is probable that the inflow of resources wll occur and 
their fair value can be reliably measured. The degree of probability attached to the inilow of resources is determined on the basis 
of evidence available at the time of initial recognition, which includes, but is not limited to, disclosure of the taxable event by the 
taxpayer. 

The municipality analyses the taxation laws to determine what the taxable events are for the various taxes levied. 

The taxable event for income tax is the earning of assessable income during the taxation period by the taxpayer. 

The taxable event for value added tax is the undertaking of taxable activity during the taxation period by the taxpayer. 

The taxable event for customs duty is the movement of dutiable goods or services across the customs boundary. 

The taxable event for estate duty is the death of a person owning taxable property. 

The taxable event for property tax is the passing of the date on which the tax is levied, or the period for which the tax is levied, if 
the tax is levied on a periodic basis. 

Taxation revenue is determined at a gross amount, It is not reduced for expenses paid through the tax system. 

Transfers 

Apart from Services in kind, whidi are not recognised, the municipality recognises an asset in respect of transfers when the 
transferred resources meet the definition of an asset and safisfy the criteria for recognition as an asset. 

The municipality recognises an asset in respect of transfers when the transferred resources meet the definition of an asset and 
satisfy the criteria for recognition as an asset 

Transferred assets are measured at their fair value as at the date of acquisition. 

Debt forgiveness and assumption of liabilibes 

The munidpaiity recognise revenue in respect of debt forgiveness when the former debt no longer meets the definition of a 
liability or satisfies the criteria for recognition as a tiabriity, provided that the debt forgiveness does not satisfy the definition of a 
contribution from owners. 

Revenue arising from debt forgiveness is measured at the fair value of the debt forgiven. Where debt is carried at a value other 
than fair value, the receivable is recognised at foe carrying amount. 

Fines 

Fines are recognised as revenue when the receivable meete foe definition of an asset and satisfies the criteria for recognition as 
an asset. 

Assets arising from fines are measured at the best estimate of the inflow of resources to the municipality. 

Where the municipality collects fines in the capacity of an agent, the fine will not be revenue of the collecting entity. 

Gifts and donations, including goods in-kInd 

Gifts and donations, including goods in kind, are recognised as assets and revenue when it is probable that the future economic 
benefits or service potential will flow to the municipality and the fair value of the assets can be measured (eiiably. 
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1 .9 Revenue from non-exchange transactions (continued) 
Services in-kind 


Services in-kind are not recognised. 

1.10 Comparative figures 

Where necessary, comparative figures have been redassified to conform to changes in preser^tation in the current year. 

1.11 Unauthorised expenditure 

Unauthorised expenditure means: 

" overspending of a vote or a main division within a vote; and 

* expenditure not in accordance with the purpose of a vote or, in the case of a main division, not in accordance with the 
purpose of the main division. 

Ail expenditure reiatfng to unauthorised expenditure is recognised as an expense in the statement of financiai performance in 
the year that the expenditure was incurred. The expenditure is classified in accordance with ttie nature of the expense and 
where recovered, it is subsequently accounted for as revenue in the statement of financial perfojmance. 

1.12 Fruitless and wasteful expenditure 

Fruitless expenditure means expenditure which was made in vain and wouid have been avoided had reasonable care been 
exercised. 

All j^penditure relating to fruitless and wastefo! expenditure is recognised as an expense in the statement of financial 
performance in foe year that the expenditure was incurred. The expenditure is dassified in accordance with the nature of the 
expense, and where recovered, it is subsequently accounted for as revenue in the statement of financial performance. 

1.13 Irregular expenditure 

irregular expenditure as defined in section 1 of the MFMA is expenditure other than unauthorised expenditure, incurred in 
contravention of or that is not in acxx}rdarice with a requirement of any applicable iegisiation, including - 

(a) this Act and the Municipai Systems Act and has not been condoned by the said Acts; or 

(b) the Pubiic Office-Bearers Ad, 1998 (Act No. 20 of 1998); or 

(c) the requirement of the supply chain management policy of foe municipality or entity or any of foe municipality’s by- 
laws giving effect to such policy, and which has not been condoned in terms of such policy or by-law. 


Irreguiar expenditure is expenditure that is contrary to the Munidpal Finance Management Act (Act No, 56 of 2003) the 
Municipal Systems Act (Act No.32 of 2000), and the Public Office Bearers Act (Act No. 20 of 1998) or is in contravention of the 
econornic entity s supply chain management policy, irregular expenditure excludes unauthorised expenditure. Irregular 
expenditure is accounted for as expenditure in the Statement of Financiai Perfoimance and where recovered it is subseauentiv 
accounted for as revenue in the Statement of Financial Performance, ^ 

1.14 Presentation of currency 

These annual financial statements are presented in South African Rand, 

1.16 Conditional grants and receipts 

Revenue received from conditional grants, donations and funding are recognised as revenue to the extent that the municipality 
has complied with any of the criteria, conditions or obligations embodied in foe agreement. To the extent that the criteria 
conditions or obligations have not been met a liability is recognised, 

1.16 Budget Infonnaflon 

The annual financial statements and the budget are on the same basis of accounting therefore a comparison with the budqeted 
amounts for foe reporting period have been included in the annual financial statements. 
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1.17 Related parties 

-y ™ ,0 influence, or be 

Only iraneeaions wflh releted parties not at arm's length or not In the onllnarv course of business are disclosed. 
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Figures in Rand 


2012 2011 


2. New standards and interpretations 

2.1 Standards and interpretations issued, but not yet effective 


The municipality has not applied the following standards and interpretations, which have been published 
for the municipality’s accounting periods beginning on or after 01 July 2012 or later periods: 


and are mandatory 


Standard/ Interpretation: 


«■ GRAP 18: Segment Reporting 
® GRAP 23: Revenue from Non-exchange Transactions 
® GRAP 24: Presentation of Budget Information in the 
Financial Statements 
» GRAP 103; Heritage Assets 
» GRAP 21 : impairment of non-cash-generating assets 
•> GRAP 26: impairment of cash-generating assets 
® GRAP 25: Employee benefits 

“ GRAP 104: Financial Instruments 

* IGRAP 7. The Limit on a Defined Benefit Asset, Minimum 
Funding Requirements and their Interaction 

» GRAP 1 06: Transfers of functions between entities not 
under common control 
GRAP 107; Mergers 

* GRAP 20: Related parties 


Effective date: 

Years beginning on or 
after 

01 April 2013 
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Figures in Rand ' ^ 

3. Property, plant and equipment (continued) 

Pledged as security 

Carrying value of assets pledged as security: 

Other Property Plant and Equipment- Motor Vehicle 

The Installment Sale Agreements is with Absa Bank for the purchase of a motor vehicle 
at an interest rate of 8.5%. The loan is repayable over 60 months. 

4. Intangible assets 


1 054 296 


Computer software, other 


Accumulated Carrying value C^/ ^cumulated Carrying value 

aluation amortisahon Valuation amortisation 


Valuation amortisation 
and 

accumulated 
impairment 

891 601 (28S 278) 


Reconciliation of intangible assets - 2012 


605 323 


891 601 


and 

accumulated 

impairment 

"(16 446)" 


875 156 


Computer software, other 
Reconciliation of intangible assets -2011 


Opening Amortisation 
balance 

875 155 (269 832) 


605 323 


Computer software, other 


Opening Additions Amortisation 
balance 

39 959 844 591 (9 395) 
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5, Employee benefit obligations 
Defined benefit plan 

The E^unicipaiJt/s personnel are members of Natal Joint Municipal Pension retirement funds, including the Superannuation 
ReUrement and Provident Funds. As the aforementioned funds are multi-employer funds, the aiiocation of any surplus/deficit to 
individual mumcipalities cannot be determined. Furthermore disclosure of further details such as actuarial assumptions, cannot 
be attnouted to any spedfic munidpaiity and is of no relevance to users of the municipality's financial statements. As the 
required disclosure information cannot be obtained the funds are ait treated as defined attribution plans. An independent valuer 
cames out a statutory valuation of the NJMPF on a triennial basis and an interim valuation on an annual basis The 2012 interim 
valuations have not yet been released. 

Retirement Fund 


The interim valuation carried out on the Retirement Fund as at 31 March 201 0 reflected; 

~ The memorandum account in respect of pensioners was fully funded on the discounted cash flow method. 

: liabilities for the contributory members exceeded the value of the assets; it Is expected that the shortfall will be 

funded by a surcharge of 17% of pensionabie emoluments by 2015, 

As at 31 March 2011, membership of the ReUrement Fund decreased by 7.0% over last year; down from 4008 to 3726. The total 
dependants increased by 1.29% to 3916. The asset value of the Fund increased from R1.84 billion to 
R2.06 bijlion, an increase of 13%. The valuation performed on the Discounted Cash Flow basis, which is based on “best 
estimate assumptions of the likely future experience of the Fund disclosed that in respect of the liabilities for service to the 
vaiuahon date the overall Fund was 84.1% funded. The Fund's financial positron has deteriorated from the previous statutory 
valuation. This is mainly due to the change in the valuation assumptions, which include the following; 

- It was found that the pensioner mortality assumption no longer reflects the actual mortality experience of the pensioners and 
that pensioner longevity is increasing. Thus it was necessary to strengthen the pensioner mortality assumptions. 

- Salary increases continue to be almost double the rate expected at the previous statutory valuation 

-The allowance for future pension increases was strengthened to better reflect the Fund’s pension increase policy 

As a result of the revised assumptions it is necessary for the basic employer contribution to be increased from 13 65% to 

1 8,37% { 1 3,65% plus 4,72%) in order to cover the cost of the future service benefits. 

In order to fund the deficit, the surcharge (vs^rich is payable in addition to the increased basic contribution) should be increased 
from 17 /o to 17.5 /o from 1 July 2012 and the period of payment of the surcharge be extended from 5 to 8 years. The total rate of 
contnbution required from the employer, Induding the surcharge, is thus 34,22% (18,37% plus 17,5% (ess 1,65 payable bv 
member^ of pensionable salaries payable for a period of 8 years. This would be the case if the Retirement Fund continued in its 
present form. As mentioned above for the Superannuation Fund, the merger Is being implemented. Allowing for the additional 
benents to remove historical discrimination when the Superannuation Fund and the Retirement Fund merge the total rate of 
contribution required from the employers in the Retirement Fund is 35% from 1st July 2012 and 47% from 1st July 2013 for a 
period of 7 years. The Fund holds a Memorandum Account in respect to pensioners ’Miich as at 31 March 2011 was fully 

TU nQ0Q, ' 


Superannuation Plan 


The interim valuation carried out on the Superannuation Fund as at 31 March 2010 reflected; 

- The memorandum account in respect of pensioners was fully funded. 

- There was a dehcit in respect of active members which is being met by the surcharge of 7% of pensionabie salaries the deficit 
IS expected to be fully funded by 2016. 


-The required contribution rate for the future service exceeded the contribution rate payable by 1,69% of pensionable salaries 
As at 31 March 2011, membership decreased by 2.6% from 5620 to 5475. The number of Pensioners and dependant 
benefiaanes (including children) increased to 3752, an increase of 3.39%. 

The assets of the fund have increased from R5.1bi!tion to R5.6bii!ion, an increase of 11%. 

The valuation performed on the Discounted Cash Flow method, which is based on foest estimate” assumptions of the likelv 
_uture e)^enence of the Fund disclosed in respect of the liabilities for service to the valuation date the overall Fund was 90,9% 
funded. The Fund’s financial position has deteriorated from the previous statutory valuation. 

This is mainly due to three main factors: 
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S. Employee benefit obligations (continued) 

- Investment earnings were 8,1% per annum on the actuarial value of assets which is less than the expected 10% per annum 
required in Oie valuation assumptions; 

- Salary increases averaged 13,0% per annum over the valuation period whicti Is double Uie 6,5% per annum expected in the 
valuation assumptions; 

“ The change in the valuation assumphons to refisct the actual experience of the Fund. 

The high salary increases, in particular, are problematic as this not only Increases the deficit In respect of accrued service 
benefits, and therefore results in an increase in the surcharge required to fund the increased acCTued service deficit but also 
necessitates an increase in hie required contribution for future service benefits. Thus it is necessary for the employer’s basic 
contribution to be increased h'om 18,00% to 21,63% {18,00% plus 3,63%) in order to cover the cost of the Lture service 
benefits; and the total rate of contribution required from the employer, induding the surcharge, is thus 31,13% {21,63% plus the 
surcharge of 9.5%) of pensionable salaries payable for a period of 8 years. This would be the case if the Superannuation Fund 
continued in its present form. However, the merger is being implemented, Allowing for the additional benefits to remove 
historical discrimination when the Superannuation Fund and the Retirement Fund merge, the total rate of contribution required 
from the employers in the Superannuation Fund is 35% from 1st July 2012 and 47% from tst July 2013 for a period of 7 years. 
The Fund holds a Memorandum Account in respect to pensioners and this account as at 31 March 201 1 was fully funded. 


Provident Fund 

The latest statutory valuation of the Provident Fund (defined contribution) as at 31 March 2003 and the interim valuation as at 31 
March 2010 revealed that the fund was in a sound finanda! position, 

The vast majority of new employees are being admitted to the Provident Fund, As at 31 March 2011, membership has increased 
during the year from 8 842 to 9 541; a 7.91% increase. The assets of the Fund have increased to R1.06 billion; an increase of 
26.83%. In order to provide a cushion against volatility in the invesfinent markets, the Fund holds an investment Reserve 
Account. The level of this Reserve is reviewed quarterly by the Committee of Management, taking into account market 
conditions. At the valuation date the Investment Reserve was equal to 7%. 

The assets slightly exceeded tee liabilities and reserves before the declaration of the April 201 1 bonus, and only showed a small 
deficit if the April 201 1 bonus is included in the liabilities. This is not material and no further action is required as this position will 
automatically be corrected via tee smoothed bonus approach of the Fund. The Fund’s Actuary is satisfied that the assets of the 
Fund are appropriate given the liabilities, and that the self-insurance of the death lump sum benefit is appropriate. 

Long Term Service Awards Benefits 

The municipality has a policy that entities employees to the long service award. Valuation of this provision was performed by an 
Actuary 

The amounts recognised in the statement of financial position are as follows: 

Carrying value 


Projected Benefit Obligation 

1 528 596 

1 301 665 

The fair value of plan assets includes: 



Changes in the present value of the defined benefit obligation are as follows: 

Opening balance 

1 301 665 

1 066 739 

Benefits Paid 

(105 606) 

(67 145) 

Net e)q>ense recognised in the statement of financial performanc:e 

332 537 

292 071 


1 528 596 

1 301 665 
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6. Employee benefit obligations (continued) 

Net expense recognised In the statement of financial performance 



Service cost 

148 682 

130 463 

interest cost 

106 153 

92 189 

Actuarial (gains) losses 

77 702 

69 419 


332 637 

292 071 

Key assumptions used 



Assumptions used at the reporting date: 

Discount rates used 

7,77 % 

7,00 % 

Expected ino'ease in salaries 

5,77 % 

5,00 % 

The above discount rate is based on market yields on government bonds as 

at the end of June 2012 as published 

by the Bond 

Exchange of South Africa. The salary escalation rate is based on underlying 
on average salary increases generally exceed inflation. 

market inflation plus an allowance for 

the fact that 

6. Receivables from exchange transactions 

Gross amount 

14 135 888 

10 494 481 

Provision for doubtful Debtors 

(5 401 464) 

(3 893 397) 


8 734 424 

6 601 084 

Reconciliation of provision for impairment of trade receivables 



Opening balance 

3 893 397 

3 324 632 

Provision for impairment 

1 508 065 

568 765 


5 401 462 

3 893 397 

7. Other receivables from non-exchange transactions 



Sundry Debtors 

337 828 

209 147 

Unallocated Receipts 

(258 023) 

(164 882) 


79 805 

44 265 

Reconciliation of provision for impairment of other receivables from non-exchange transactions 


Opening balance 

200 000 


Provision for impairment 

- 

200 000 

Total 

200 000 

200 000 

8. VAT receivable 

VAT 

1 458 1 99 

1 876 774 


9. Consumer debtors 


Gross balances 
Rates 
Refuse 

Other (specify) 

14 135 888 10 494 481 


6 984 774 5 432 708 

5 002 673 4 054 258 

2 148 441 1 007 515 
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9. Consumer debtors (continued) 



Rates 



Current (0 -30 days) 

31 - 60 days 

61-90 days 

91-120 days 
>121 days 

(18 039) 
(104 472) 
164 270 
(193 442) 

7 136 458 

(334 079) 
158 663 
137 537 
124 232 

5 346 351 


8 884 775 

5 432 704 

Refuse 



Current (0 -30 days) 

31 - 60 days 

61-90 days 

91 - 120 days 
>121 days 

168 883 
(68 637) 
102 835 

95 093 

4 704 499 

14 524 
85 212 
74 712 
72 205 

3 807 605 


5 002 673 

4 054 258 

Other-Billboards, Service Levies and Grazing Fees 

Cunrent (0 -30 days) 

31-60 days 

61 -90 days 

91 - 120 days 

121 -365 days 

9 043 
(6 748) 

(2 711) 

(1 375) 
345 429 

(48 740) 
3 228 

3 128 

2 782 
389 075 


343 838 


349 473 
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9. Consumer debtors (continued) 



Summary of debtors by customer classification 



Residential 

Current (0 -30 days) 

31 - 60 days 

61 - 90 days 

91-120 days 
>120 days 

155 635 
(18 480) 
959 

91 530 

5 198 936 

(56 289) 
96 046 
88 670 
71 765 

4 429 768 


6 428 800 

4 629 950 

Business 

Current (0 -30 days) 

31-60 days 

61 - 90 days 

91 - 120 days 
>120 days 

(47 852) 
(121 187) 

125 633 
(361 395) 

4 274 894 

(120 381) 
118 655 
85 342 
71 659 

3 603 419 


3 870 093 

3 758 694 

Government 

Current (0 -30 days) 

31 - 60 days 

61 - 90 days 

91-120 days 
>120 days 

22 417 
(12 772) 

131 658 

165 428 

2 255 171 

(216 355) 
68 093 
65 323 
61 993 

1 067 150 


2 5$1 902 

1 048 204 

Other 

Current (0 -30 days) 

31 - 60 days 

61 -90 days 

91-120 days 
>120 days 

29 687 
(27 437) 

8 141 
4712 

457 382 

(79 530) 
6 616 

6 165 

5 958 
462 717 


470 485 

401 926 

Reconciliation of debt ImpaSnnent provision {Trade and Other receivables) 

Balance at beginning of the year 

Contributions to provision 

4 093 398 

1 508 066 

3 324 631 
768 765 


5 001 484 

4 093 396 

redassification of debtors with negative balances. Debtors reclassified to creditors is 

K 1 ou4 oUU (201 i! 65/ 701). 

10. Cash and cash equivalents 



Cash and cash equivalents consist of; 



Cash on hand 

Bank balances 

Short-term deposits 

Bank overdraft 

840 

275 167 

611 575 
(6135 995) 

217 619 
579 776 

. 

(5 248 413) 

797 395 
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10. Cash and cash equivalents (continued) 

Current assets 887 582 797 395 

Current liabilities (6 135 995) 

(5 248 413) 797 395 


The municipality utilised an overdraft facility during the year. As at 30 June 2012, the munidpality had utilised R 6,135,996 of the 
facility. Overdraft was utilised as a result of the unexpected shortfall in the municipality's cash resources due to grant funds 
v/ithheld by National Treasury. However this shortfall will be made good by equitable share that will be received in the next 
financial year. 

The municipality had the following bank accounts 

Account number/ description Bank statement balances Cash book balances 



30 June 2012 

30 June 2011 

30 June 2010 

30 June 2012 

30 June 2011 

30 June 2010 

Absa-Cheque Account- 
4070255864 

- 

- 

297 386 

- 

- 

297 386 

FNB-Cheque Account - 
53153278884 

(6 135 995) 

144 262 

260 093 

(6 135 995) 

144 262 

260 093 

FNB- Provincial Grant Cheque 
Account - 62203756921 

63 

363 

132 327 

63 

363 

132 327 

FNB- Bank Licensing Cheque 
Account - 62203761962 

169 939 

39 700 

660 851 

169 939 

39 700 

660 851 

FNB- MIG Cheque Account - 
62202226751 

4 685 

28 708 

200 619 

4 685 

28 708 

200 619 

FNB- Call Account - 
61315000549 

100 480 

4 586 

7 333 044 

100 480 

4 586 

7 333 044 

FNB- Fixed Deposit Account - 
74023879677 

61 1 575 

579 776 

549 538 

61 1 575 

579 776 

549 538 

Total 

(5 249 253) 

797 395 

9 433 858 

(5 249 253) 

797 395 

9 433 858 


11. Finance lease obligation 


Minimum lease payments due 

-within one year 21 592 

•> in second to fifth year inclusive 1 2 524 


less: future finance charges 

34 116 
(2 347) 


Present value of minimum lease payments 

31 769 

- 

Present value of minimum lease paymente due 
-within one year 

12 124 


- in second to fifth year inclusive 

19 645 

- 


31 769 

- 

Non-current liabilities 

19 645 


Current liabilities 

12 124 

- 


51 769 

- 


It is municipality policy to lease certain cellphones under finance lease. 

The average lease term was 2 years. 

Interest rates are fixed at the contract date. All leases have fixed repayments and no arrangements have been entered into for 
contingent rent 
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12. Unspent conditional grants and receipts 

Unspent conditional grants and receipts comprises of: 



Unspent conditional grants and receipts 

Finance Management Grant ^FMG) 


1 228 000 

Munidpal Infrastructure Grant (MiG) 


1 792 202 

Neighbourhood Development Parbiership Grant (NDPG) 

- 

223 678 

Tourism Grant from Zululand District Municipality 

20 150 

- 


20 150 

3 243 880 

Movement during the year 

Balance at the beginning of the year 

3 243 880 

10 948 200 

Additions during the year 

62 713 339 

31 691 966 

income recognition during the year 

(65 937 069) 

(39 396 286) 


20 160 

3 243 880 


The nature and extent of government grants recognised in the annua! financial statements and an indication of other forms of 
government assistance from which the municipality has directly benefited; and 


Unfuifiiled conditions and other contingencies attaching to government assistance that has been recognised. 
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13. Provisions 

Reconciliation of provisions - 2012 



Opening 

Balance 

Additions 

Utilised 
during the 

Actuarial 

Gains/Losses 

Change in 
discount 

Total 

Rehabilitation of landfill site 
Employee benefit cost 

3 041 339 

1 301 685 

17 913 

year 

(105 608) 

332 538 

factor 

288 927 

3 348 179 

1 528 595 


4 343 004 

17 913 

{10S 608) 

332 538 

288 927 

4 876 774 

Reconciliation of provisions 

-2011 







Opening 

Balance 

Additions 

Utilised 
during the 

Actuarial 

Gains/Losses 

Change in 
discount 

Total 

Environmental rehabilitation 
Employee benefit cost 

2 616 725 

1 066 739 

160 753 

year 

(57 145) 

292 071 

factor 

263 861 

3 041 339 

1 301 665 


3 683 464 

160 753 

(57 146) 

292 071 

263 861 

4 343 004 

Non-current liabilities 

Current liabilities 





4 876 774 

3 054 332 

1 288 672 






4 876 774 

4 343 004 


Environmental rehabilitation provision 

The provision for rehabilitation for landfill site represents management's best estimate of the municipality's liability relatinq to 
closure and rehabilitation of the site. These costs are expended in the year of closure and typically relate final shaping and 
compacting works, capping, top soiling and vegetation as well as constructing stormwater control systems, it also includes costs 
associated with enection of a proper fence (if not yet in place), decommissioning of any infrastructure and erection of end-use 
related infrastructure. 

Rehabilitation costs were calculated based on the following assumptions: 

- Site will be classified as communal 

- Landfill footprint estimated on site. Coordinates of the footprint then determined through GPS. Area for rehabilitation measured 
irom GPS 

- No leachate control is required 

- It is assumed that topsoil/ coversoll is available near the site 

- As the site is currenliy not fenced, allowance has been made to fence the site. 

- The site currently includes: 

- P&G’s at 20 % of construction item costs 

- Contingencies at 1 0% of total construction costs 

- Design Fees at 14% of total costs (construction and contingencies); 

-Ail costs exclude VAT 

- The Basic Assessment Report (BAR) process and waste license application requires the same effort for the licensed site it is 
further assumed that no specialist studies will be required 
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13. Provisions (continued) 

' Post closure monitoring costs not included (assumed to be nominal as site is communal) 

The following factors may infiuence the actual costs of the environmental processes and construction works: 

- Consolidation of various environmental authorisation processes may potentially result in a cost saving by up to 25%, A 
consolidated process however carries a risk that a complication with a single project component or aspect could result in a delay 
of the entire application and therefore the approval and implemenfotion of ali components. 

- Infrastru^ure and facilities associated with each of the proposed upgrade works may trigger the need for additional 
authorisation processes or result in the need for an expanded statutory process (e.g. EIA instead of basic Assessment) 
resulting in a cost variation 

- Depending on foe final location and the extent of the proposed landfill worits, and the local environmental opportunities and 
constraints, specialist studies may be required, 

- Legislative and environmental authorisation requirements (and their administration) are subject to change. 

- Project costs were estimated using the current martlet related prices and are subject to escalation. The project commencement 
date and overall project duration will therefore have an effect on the final project costs. 

- Public participation processes are inherently unpredictable and can be influenced by the level of interest shown by Interested 
and Affected Parties (l&APs) and the nature of the issues raised. Any Environment Assessment Practitioner undertaking the 
work wifi be legally and procedurally required to respond to such interest with due diligence. 

Provision for Long Service Award 

The municipality has a policy to provide long service awards to employees who are continuously at the employment of the 
municipality based on the prescribed periodic brackets. The award is the remuneration of the employee as at the date of the 
award. 


The discount rate used is based on market yields on government bonds as at the end of June 2012 as published by the Bond 
Exchange of South Africa. The salary escalation rate is based on underiying market inflation plus an allowance for the fact that 
on average salary increases generally exceed inflation. Factored into the valuation are also foe demographic and mortalitv 
assumptions. 

14. Installment Sale Obligation 


The Installment Safe Agreements is with Absa Bank for the purdiase of a motor vehicle at an interest rate of 8.5%. The loan is 
repayable over 60 months. The liability is secured against vehides with a net book value of price of R 1 064 295. 

Refer to Appendix A for details. 

15. Payables from exchange transactions 

Trade payables 
Other payables 
Accrued Leave Pay 
Deposits received 
Sundry Creditors 


25 049 982 19 975 936 


534 

116 

1 

341 

677 

291 

449 


3 

899 

067 

478 

3 

411 

227 

22 

361 


6 

161 

134 

578 

12 

212 

972 
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16. Property rates 



Rates received 



Gross Rates 

Rates Clearance Certificates 

Less: income forgone 

6 369 882 
240 
(612 077) 

4 705 588 
600 

(1 950 408) 


B 758 045 

2 765 780 

Valuations 



Residential 

Business 

State Owned Properties 

Agriculture 

Special 

Public Service Infrastructure 

Vacant Land 

84 005 620 
89 050 000 
143 333 000 
398 130 000 
15 820 000 

1 242 000 

3 155 OOO 

84 005 620 
89 050 000 
143 333 000 
398 130 000 
15 820 000 

1 242 000 

3 155 000 


734 736 620 

734 735 620 

performed every 5 years. The last general valuation came into effect on 1 July 2008 
and smSs ®” ®''"“®' to “ke Into account changes In individual property values due to alterations 

Rates are levied on a monthly basis. 

The new general vaiuation will be implemented on 01 July 2013. 

17. Service charges 

Refuse removal 

1 469 540 

1 011 869 
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18. Government grants and subsidies 

Equitable share 

Finance Management Grant (FMG) 

Municipal Systems Infrastructure Grant (MSIG) 

Provincial Grant: Provincialisation of Libraries 

Tourism Grant 

Management Assistance Programme 

Municipal Infrasfructure Grant (MIG) 

Neighbourhood Development Partnership Grant (NDPG) 

53 088 000 

1 450 000 
790 OOO 
233 340 
79 850 

22 680 202 
40 723 878 

49 418 662 

1 667 466 
897 803 
310 966 
80 000 
200 000 
24 463 728 
11 776 322 


119 025 070 

88 814 947 

Equitable Share 

Current-year receipts 

Conditions met - transferred to re\^nue 

53 088 000 
(53 088 OOO) 

49 418 662 
(49 418 662) 

.. 




Finance Management Grant (FMG) 

Balance unspent at beginning of year 

Current-year receipts 

Conditions met ~ transferred to revenue 

Surrendered 

1 228 OOO 

1 450 OOO 
(1 450 000) 
(1 228 000) 

1 695 466 

1 200 000 
(1 667 466) 


. 

1 228 000 

Provincial Grant: Provincialisation of Libraries 

Current-year receipts 

Conditions met - transferred to revenue 

223 340 
(223 340) 

310 966 
(310 966) 


* 


Municipal Infrastructure Grant (MiG) 

Balance unspent at beginning of year 

Current-year receipts 

Conditions met - transferred to revenue 

1 792 202 
20 868 000 
(22 660 202) 

8 904 930 
17 351 000 
(24 463 728) 



1 792 202 

Neighbourhood Development Partnership Grant (NDPG) 

Balance unspent at beginning of year 

Current-year receipts 

Conditions met - transferred to revenue 

223 678 
40 500 000 
(40 723 678) 

12 000 000 
(11 776 322) 


- 

223 578 

Management Assistance Programme Grant (MAP) 



Current-year receipts 

Conditions met - fransferred to revenue 

- 

ZUU uuu 
(200 000) 


Municipal Systems Improvement Grant (MSIG) 
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1 8. Government grants and subsidies (continued) 

Balance unspent at beginning of year 

Current-year receipts 

Conditions met - transfeired to revenue 

790 000 
(790 000) 

147 803 
750 000 
(897 803) 



.. 

Tourism Grant 



Current-year receipts 

Conditions met - transferred to revenue 

100 000 
(79 850) 

80 000 
(80 000) 


20150 


19. Other revenue 



Recoveries (Lost Books) 

Sundry Income 

313 196 

745 
269 459 

— 

313 196 

270 204 


20. General expenses 


Advertising 

Auditors remuneration 
Bank charges 
Cleaning 

Consulting and professional fees 

Donations 

Entertainment 

insurance 

Community development and training 

Conferences and seminars 

Lease rentals on operating tease 

Fuel and oil 

Postage and courier 

Printing and stationery 

Protective clothing 

Software expenses 

Subscriptions and membership fees 

Telephone and fax 

Transport and freight 

Training 

Travel - local 

Electricity 

Refuse 

Uniforms 

Consumables 

Other Expenses 

Restructuring 


293 233 

279 885 

1 006 050 

1 353 154 

170 825 

135 762 

1 215 521 

1 544 386 

7 759 210 

10 080 690 

153 797 

_ 

614 777 

239 824 

525 399 

395 304 

2 980 804 

3 644 183 

235 554 

35 521 

1 444 307 

730 543 

558 652 

586 676 

18 136 

- 

493 574 

521 728 

9914 


414 953 

113 402 

219 365 

333 254 

564 277 

422 975 

428 1 94 

317 066 

761 568 

494 237 

2 342 212 

862 414 

310 658 

329 949 

1 007 719 

- 

296 601 

504 800 

39 157 

227 003 

1 792 212 

1 383 642 

17 913 

160 754 

25 674 682 

24 697 352 
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21. Employee related costs 


Basic 

Bonus 

Medical aid - company contributions 

UIF 

SDL 

Leave pay provision charge 
Provision for Long term Service Award 

Travel, motor car, accommodation, subsistence and other allowances 
Overtime payments 
Other Benefits 


18 410 868 

16 045 533 

1 033 913 

- 

651 695 

* 

214 191 

- 

293 456 


1 341 265 

986 617 

3 865 275 

3 955 845 

2 433 677 

1 702 818 

1 618 837 

1 252 060 

24 573 

- 

29 887 750 

23 942 873 


Remuneration of Municipal Manager 


Annual Remuneration 
Allowances 

Contributions to UIF, Medical and Pension Funds 
Other 


664 954 593 164 

135 697 163 681 

180 486 134 789 

23 778 


1 004 91 5 891 634 


Remuneration of the Chief Finance Officer 


The position of Chief Financial Officer was performed by use of a consulting service. The consultant is not registered on 
Nongoma's payroll. The cost amounting to R 825 673 (2011: R 821 315) related to this service has therefore been included 
under Professional fees. Refer to note 20 


Remuneration of Executive Director: Corporate Services 

Ar^nual Remuneration 
Allowances 

Contributions to UIF, Medical and Pension Funds 
Other 


493 796 
153 437 
8 085 
37 215 

692 633 


Executive Director: Corporate Services was appointed as an Acting Municipal Manager with effect from 1 1 Jan uary 2011. 

Remuneration of Director: Technical Services 

Annual Remuneration 
Allowances 

Contributions to UIF, Medical and Pension Funds 
Other 


769 917 729 863 


529 550 51 1 413 

65 855 81 743 

156 306 136 697 

18 206 


Remuneration of Executive Director: Community Services 

Annual Remuneration 
Allowances 

Contributions to U!F, Medical and Pension Funds 
Other 


575 922 732 677 


401 697 511413 

74 630 95 894 

91 252 125 370 

8 343 


Remuneration of Executive Director: Planning Services 
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21. Employee related costs (continued) 



Annual Remuneration 

271 263 

511 413 

Allowances 

51 112 

93 321 

Contributions to UIF, Medical and Pension Funds 

83 982 

145 667 


406 347 

750 401 

Remuneration of Executive Director: Protection Services 



Annual Remuneration 

529 550 

511 413 

Allowances 

114 000 

136 679 

Contributions to UIF, Medicai and Pension Funds 

46 949 

83 617 

Other 

7 282 



697 781 

731 709 

22. Remuneration of councillors 



Mayor's Allowance 

280 570 

348 060 

Deputy Mayor’s Allowance 

224 181 

19 625 

Executive Committee Allowances 

1 038 712 

1 318 590 

Speaker's Allowance 

433 855 

523 950 

Councillors 

6 022 112 

4 683 603 

Medical Aid and pension 

855 465 

496 029 


8 854 395 

7 389 867 


lii'klnd benefits 


Speaker is on full-time basis. The Honourable Mayor and Deputy Mayor are full-time with effect from 1 July 2012. The Mayor, 
Deputy Mayor and Speaker are each provided with an office and secretarial support at the cost of the Council. 

The Honourable Mayor has three full-time bodyguards and three fuit-time drivers. Speaker has two full-time bodyguards. 

23. Debt impairment 


Contributions to debt impairment provision 

1 508 066 

5 989 859 

24. Fair value adjustments 



Investment property (Fair vafue model) 

171 798 

628 937 

25. Depreciation and amortisation 



Property, plant and equipment 

10 254 292 

3 178 463 

Intangible assets 

268 831 

9 395 


10 524 123 

3187 858 

26. Finance costs 



interest on bank overdraft 

162 582 

11 943 

Unwinding of interest 

325 277 

263 860 


487 859 

275 803 

27. Auditors’ remuneration 



Fees 

1 006 050 

1 353154 
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28. Cash generated from operations 
Surplus 

Adjusfrnents for. 

Depreciation. Impairment and amortisation 

(Gain)/ Loss on disposal of non current assets 

Fair value adjustments 

Movement in provision fordoubtftil debtors 

Movements in operating lease assets and accruals 

Actuarial Gains and Losses 

Payments for long service awards 

Contribution to provisions 

Unwinding of interest on provisions 

Changes in working capital: 

Other receivables from non-exchange transactions 
Consumer debtors 

Payables from exchange transactions 
VAT 

Unspent conditional grants and receipts 


2012 2011 


43 776 395 

8 236 SOI 
190 863 

1 508 067 
33 936 
332 538 
(106 608) 
17 913 
288 927 

(35 540) 
(3 641 407) 
8 074 046 
418 575 
(3 223 730) 

55 871 776 


24 760 769 

3 187 858 
(21 686) 
(828 937) 
5 989 859 
94 470 
292 071 
(57 145) 
160 753 
263 861 

608 187 
(503 079) 
1 979 810 
(1 876 771) 
(7 704 320) 

26 545 r00~ 


29. Commitments 


Authorised capital expenditure 


Authorised and contracted for 
® MiG Projects 

» Bypass Road 

» R66 Road 

“ Bus and Taxi Rank 

® Testing Ground 

* Other Property, plant and Equipment 


Not yet contracted for and authorised by accounting officer 

* MIG Projects 

» NDPG Projects 

“ Testing Ground 

* Other Property, Plant and Equipment items 


25 314 000 
20 554 000 

6 000 000 

5 500 650 

1 792 202 

18 754 847 
23 410 558 

57 368 650 

43 957 607 


20 868 000 

- 

10 OOO 000 

- 

2 500 000 

- 

4 129 700 

- 

37 497 700 


This committed expenditure relates to property and will be financed by grants, available bank facilities, retained surpluses 
existing cash resources. 

Operating leases - as lessee (expense) 


1 006 449 326 347 

2 257 7 4 9 622 811 

3 264 1 98 949 153 

Operating lease payments represent rentals payable by the municipality for certain of its equipment and buildings. Lease terms 
and rentals vary depending on each contract. No contingent rent is payable. 

30. Prior period errors 

1. Provision for Post Retirement Benefit 


Minimum lease payments due 

- within one year 

- in second to fifth year inclusive 
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30. Prior period errors (continued) 

Provision for post retirement benefit was done in the previous years. The municipality does not have obiigation with regards 


2. Operating Leases 

The municipality had not done the calculation to straight line operating leases in previous years. 

3. Provision for Long Term Service Awards 

The municipality has not provided for an obligation in respect of long term service awards in the prior years. 

4. Property Rentals 

The balance owed from property rentals was not accrued for in the previous year in respect of property leased by the 
niunicipahty on behalf of its employee, ttwas subsecjuentiy discovered and therefore adjusted for. 

5. Property, Plant and Equipment 

Depreciation was incorrectiy calculated in the prior year. The error has been adjusted for, 

6. Intangible Assets 

Amortisation was incorrectly calculated in Uie prior year. The error has been adjusted for. 

The correction of the error(s} results in adjustments as follows: 

Statement of financial position 
Defined Plan benefit 
Operating lease accrual 
Provision for long temn service award 
Creditors Suspense 

Opening Accumulated Suiplus or Deficit 
Accumulated Depreciation 
Accumulated Amortisation 
Property, Plant and Equipment* Cost 

Statement of Financial Perfonnance 
Actuarial Gains/Losses 
Rental 

Property Rentals 
Depreciation 
Amortisation 


2 500 000 
(99 694) 
(1 301 665) 
(69 398) 
(3 232 613) 
1 374 327 
339 356 
1 006 448 


564 071 
37 325 
69 398 
(863 653) 
(323 932) 
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31. Risk management 


Capital risk management 


The municipality's objectives when managing capitaf are to safeguard the municipality’s ability to continue 
order to provide returns for member and benefits for other stakeholders and to maintain an optimal capita! 
the cost of capita!, ^ ^ 


as a going concern in 
structure to reduce 


II of debt, which includes the borrowings in the form of Installment sale obligation 

finalJSl equivalents disclosed in note 10, and equity as disclosed in the statement of 

Consistent with others In the Industry, the municipaiity mor^itors capital on the basis of the gearing ratio. 

This ratio is calculated as net debt divided by total capital. Net debt is calculated as total borrowings (including 'current and non- 
curren borrowings’ as shown in the statement of financial position) less cash and cash equivalents. Total caplal is caicitated L 
equity’ as shown in the statement of financial position plus net debt. udicutaiea as 

There are no externally imposed capital requirements. 


changes to what the municipality manages as capital, the strategy for capital maintenance or externally 
imposed capital requirements from the previous year. ' 


The gearing ratio at 2012 and 201 1 respectively were as follows: 


Total borrowings 


Finance lease obligation 

Installment Sale Obligation 

11 

14 

31 769 

1 436 967 

302 926 

Less: Cash and cash equivalents 

10 

1 4$8 738 

(5 248 413) 

302 926 

797 394 

Net debt 

Total equity 


6 717 149 

(494 468) 


116 746 591 

69 383 050 

Total capital 

— 

123 463 740 

68 888 582 


Financial risk management 




Liquidity risk 


The rnunicipatity s risk to liquidity is a result of the funds available to cover future commitments, 
liquidity risk through an ongoing review of future commitments and credit fadlities. 


The municipality manages 


Interest rats risk 


The municipality’s interest rate risk arises from long-term borrowings. Borrowings issued at fixed rates expose themunicioalitv to 
fair value interest rate risk. During 201 2 and 201 1 , the municipalitys borrowings were denominated in the Rand 


Fair value interest rate risk 


Financial instrument Current 

interest rate 

Fixed interest loan from Absa 8,50 % 

Bank 


Due in less 
than a year 
240 249 


Due in one to 
two years 
1 196 718 


Due in two to 
three years 


Due In ^ree Due after five 
to four years years 
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31. Risk management (continued) 
Credit risk 


Credit risk consists mainly of cash deposits, cash equivalents and trade debtors. The municipaiity 
banks with high quality credit standing and limits exposure to any one counter-party. 


only deposits cash v^ith major 


Trade receivables comprise a widespread customer base. Management evaluates credit risk relating to customers on an 
ongoing basis. Sales to retail customers are settled in cash or using major credit cards. 


Financial assets exposed to credit risk at year end were as follows: 

Financial instrument 

Cash Deposits 

Bank overdraft 

Other Bank Balances 

Other Cash Equivalents 

Consumer Debtors {Net of provisions) 

32. Going concern 


2012 

2011 

611 575 

579 776 

(6 135 995) 

- 

275 166 

217 618 

840 

_ 

8 734 424 

6 601 083 


The annual ftnanaal statements have been prepared on frie basis of accounting policies applicable to a going concern. This 
basis presumes that funds will be available to finance future operations and that the realisation of assets and settlement of 
liabtlities, contingent obligations and commitments will occur In the ordinary course of business. 

33. Unauthorised expenditure 


Unauthorised expenditure 

12 728 824 

7 239 558 

Amounts overspent include Salaries, wages and allowances, Finance Coste, Depreciation, 
contracted services. 

Debt impairment, Collection costs. 

34. irregular expenditure 



Opening balance 

Add; irregular Expenditure - current year 

Less: Amounts condoned 

9 697 461 

38 881 177 
(23 698 026) 

9 697 461 


24 882 612 

9 697 461 

Analysis of expenditure awaiting condonation per age classification 



Current year 

Prior years 

15 185 151 

9 697 461 

9 697 461 


24 882 612 

9 697 461 

Details of irregular expenditure - current year 

_ disciplinary steps taken/criminal proceedings 

Non Compliance with the municipality's SCM None 

policy 

38 881 177 


Details of irregular expenditure not recoverable (not condoned} 


Non Compliance with SCM Regulations 13 269 259 


3S. Reconciliation between budget and statement of financial performance 

Reconciliation of budget surplus/deficit with the surplus/deficit in the statement of financial performance has been 
Appendix E(1), 


presented in 
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36. Additional disclosure in terms of Municipal Finance Management Act 
Contributions to organised local government 



Current year membership fee 

Amount paid - current year 

138 853 
(138 853) 

126 230 
(126 230) 




The municipality is the member of South African Local Government Association 
membership fees are paid. 

(SALGA) in respect of which annual 


Audit fees 



Opening balance 

Current year audit fee including VAT and interest charged 

Amount paid - current year 

Amount paid - previous years 

1 437 

1 148 434 
(1 013 161) 

(1 437) 

1 056 679 
(1 055 242} 


135 273 

1 437 

PAYE and UIF 



Current year amount raised 

Amount paid - current year 

4 483 733 
(4 078 437) 

3 109 664 
(3 109 664) 


405 298 


Pension and Medical Aid Deducdons 



Opening balance 

Current year amount raised 

Amount paid - current year 

Amount paid - previous years 

252 403 

7 646 942 
(6 927 696) 
(252 403) 

2 005 836 

6 720 661 
{6 720 661) 
(1 753 433) 


719 246 

262 403 

VAT 



VAT receivable 

1 458 199 

1 876 774 

The municipality is on the payment basis of VAT, VAT output payables and VAT input receivables are shown in notes, 

Ali VAT returns have been submitted by the due date throughout the year. 
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SCHEDULE OF EXTERNAL LOANS AND INTERNAL ADVANCE? 
FOR THE YEAR ENDED 30 JUNE 2012 
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Nongoma Local Municipaltty 
APPEi>JDIX D 

SESMEWTAL 3TATQ()EN7 OF FINANCIAL PERFORMANCE 

forlhfeyearandeciso Jwie20l2 


AcUi^ Inpome Actual Expenditiire 

n ™' R 


Surplus { )DBfie»> 



23 833 882 

7S0 460 

4 4DS954 

745 

5 598 878 

54 171 2S7 

,, 122224 720 

23 77Q 

'■ : 7'369'oe 

38 305 547.00 

1 604 348 


8 167124 

1 011 868.60 

84 4-8S 


3 630 003 

94 7S9 679 

70 008 911 

94 769 679 

70 008 311 


24 7S0 7GS 


(23 633 692) Corporate Serirfces 
(3 658 -493) Flaunrnj & devetopmeiit 
{5 S67 933) ComtnunHy Sei^wes 
' Coundl 
319^ 568 Fruanoe 
(707 Trafifc and Secutily 
37 201 199 RowJs 
(8187124) Toutrsrti 
S27'3^ RelPSe 
, (3 5^ 003) Management 

_Less: Inter-Department Charges 
Total 


2012 

Actual income 

2012 

Actaal Expemit&ire 

2012 

Surplus 7 (D&ricm 

R 

R 

R 


14 400979 

<14 400 97'^ 

5 3S7 

5 532790 

<5 527 433) 

16? 975 

6 202 sa? 

{6124 413} 


13 824212 

(13 824212) 

63 081 987 

19 977737 

43104 280 

: 164 205 

3.5$3 907 

(3379 702) 

63 SS3 120 

11 933 262 

52 056858 


875 9S3 

{878 993) 

1 469 540 

8 721 530 

(7 251 990) 

123 902194 

85126 797 

43 776397 



AdjuaWBrtt* CDMnca AcWal Outcome Acluai Outcome 

(it.o, sze 4 s51 Of Approved By. Unauthorised As % Of Rnal As % Of Original 

Descf i ptio n Original Budget Trie MFMA) law) Final Budget Actual Income Expenditure Variance Budget Budget 


























